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_ Forbes magazine, in its 1985 


"Industry, ranked The 


_ Limited, Inc. first among the — 
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-* CAGR—Compounded Annual Growth Rate, lost five years 


: 


SA eke ein ee da tdi ed laa a ia cle) a aa ia oY eee bg 
' 2 _ 5 Ae : . Ye es Te 3 bt A Ee eres 


ae Mra 


DIVIDENDS =———_RETURN ON AVERAGE SHAREHOLDERS’ EQUITY 
PER SHARE = SHAREHOLDERS’ EQUITY = ’Milos)_ : 
| CAGR 70% 5 | 5 Year Average 38% _| a CAGR 48% 


- $.16 © 


age ELS Te eee meatronn tem tarete me 


See 4 


ora 


repel 
att gs teat ee TPT 


By. 


a 


whe ees re 
ET ink oe 


Saetiee? 


iz 
rapt tate 
Yi Pima 
aR AAS PUD 
esd 


icbamommnenernvmnn em ret a CURE i a ce } 
. - " te . iw a : . ony * / nie : 


BRUNA RRR 


Rn re. Lae 


~ SHAREHOLDERS: 


a am prod to ‘peri that c our. Reni aceon year ro 
been the most profitable in the history of The Limited, 

~ Inc.. Exceptional customer response to our fashion. pre: | 
~ sentations and a continued focus on the execution of 


- oo our marketing goals produced record results in each: 
~ quarter of 1985. We are particularly pleased with the. 
ue sales, profits, and productivity ¢ gains in Limited Stores, . 


Limited Express, Lane Bryant, Victoria's Secret, and Mast 


_ Industries, o our contract st manufacturer. 


| RECORD NET INCOME. 


“Sales, earnings, ‘and earnings per shai reached record 
~ levels for the fiscal year ended February 1, 1986. Net 
«sales increased 78% to $2.4 billion, while net income. 
tose 57% to $145.3 million. Adjusting for the stock ee 
on June 7, 1985, earnings per share were up 56% to 
"$1. 20 per. share. These results were achieved at'a time 


Fy / when’ we were acquiring and assimilating Lerner Stores, 


a pean larger th than Eony, ofc Our other Teor 


ie 


1985 MAJOR ACCOMPLISHMENTS 


1985 was a significant year for The Limited, Inc. 

@ We achieved record earnings. 

@ We achieved record sales. 

@ We acquired Lerner Stores. 

@ We acquired Henri Bendel. 

e We opened 267 stores, bringing the total to 2, 353, 


@ We opened our first flagship store on Madison 


Avenue in New York City. | 

e We planned the opening of an additional 375 stores 
and the renovation of 275 stores for 1986. 

@ We launched “Moods by Krizia”, a private brand. 
created for The Limited by premniet Italian fashion 
designer, Mariuccia Mandelli, 


e We completed our new, state of the art, one sid one 


‘half million square foot' Distribution Center in 
Columbus, Ohio. This facility gives us the eapeciy to. 
support up to 5,000 stores. 
@ We doubled our mail order distribution capeelty! in 
Indianapolis, Indiana. ° | | 
e We increased the number of Limited, Inc. associates 
from 17,700 to 25,300. 
e We issued $125 million of Convertible Sobbidindiea: 
_ Debentures in the United States, and $50 million of 
_ Convertible Subordinated Bonds i in Europe. 


"ACQUISITIONS 


On April 2, 1985, we sen the 798- store ianer | 
~ chain for $297 million in cash. Lerner is the largest i 


women’s specialty apparel chain operating under one eg OP ae 

name in the United States. Although Lerner's volumeon = 2 et 

a comparable store basis had been stagnant for about " 
four years, we believe the franchise provides us with 

__ significant growth opportunities. During the past yee 


we implemented the following changes: . 


@ We centralized the receipt and distribution of all 


Lerner merchandise through our Columbus Distribu- 
tion Center. 


@ We instituted.“Limited” systems in 90 doys, one year 


_ ahead of schedule. 

° We created a new buying team , acsnanead mer 
chants who are focused on the needs of Lerner 
customers. 


_@ We refined and refocused ver ce 
@ We launched recognition and incentive programs 


designed to build the partnership between Lemer..” 
and its associates. 


e We established a vendor's information program 


‘aimed at communicating to our ‘suppliers our 
Sphlosopby of customer focus, 
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“Lorne hs benefited ten the Saat ingen of 
~ former Limited Stores President, Bob Grayson, who has 
_ been successful in changing the direction of Lerner. 


Asa result of decisive action and strong lenders, : - 


 Lemer, Stores had a profitable fourth, quarter, with 
~ jnventiries and markdowns on plan. Lerner has 
‘made significant srl and is celal for 
“a profitable 1986, ‘ 


“On October 1, 1985, we dha Henr Bendel, 


New York's most prestigious specialty store. Established 


| a 1890, this New York landmark caters tothe upscale, 
- ~foshion forward customer, We believa there is a ol. 
“cant opportunity t6 expand Bendel stores to every: 

/ male, market in nthe. United Stotes. ‘ a oe 


eve ke oS an 


o al FIVE Year PERSPECTIVE 


an 1985, The. Limited \ was ‘again ‘octigntaed os a. 
premier: specialty! ‘retailer: Forbes magazine, in its 1985 
“Annual Report on ‘American Industry ranked The limited) 
“Ane. first among: the specialty apporel retailers ‘eed 
-for'stock appreciation, return on ‘equity, earnings ina 

share, and. sales growth. | am pleased, but,not - 


on testimony to.the capability and strength of our *. 


management teams and.to the |cevion and talent of - 


i. The Uc ‘we are « determined to attract tthe eee 
prpeople and to provide | the opportunity for challenging 
and rewarding careers. For every position, whether” 


» parttime associate or ‘divisional president, we look i 7 


people who demand excellence. Excellence means the : 


| would like to express my sincere appreciation to 
these hardworking chief executives and to all Limited 
associates for their commitment to making The Limited, 
Inc. a successful and prosperous business. The — 


__ mindedness of our executives ts tempered with flexibil-. 
_° ity; their demanding standards balanced with human 
-_ understanding. They have managed to keep their eyes” 


on the bottom line, without forgetting that it ts the 


-_ effort of thousands of individuals who made the 
Pika possible. | | 


This * “people first” phildsaphy has nrstiieed Sak 
able results, These results, however, would not hove... 
_ been possible without the support and confidence. of eae 
~~ another important group of people, our shareholders: se, Ss 
"To. you, also, | extend my sincere gratitude, 


a 1985 we learned that we have the capability without 
s sealing other businesses, to. become a $5 billion — a ee a 


_ business in five years.’ We learned that our knciledge.. 


| et merchandise, marketing, financial systems, real 


“estate, store design, and distribution can be signifi- : - 7 a 


ne ea leveraged, We confirmed that we have the 

—o.  cepodl| to set qualitative as wall as quantitative stan. es 

ore "surprised, that we performed so well. This performance “dards for our industry, We confirmed our reputation for ' 
eee eee integrity | with our customers, associates, suppliers, and 

ishareholders. ‘And, perhaps most importantly, we. 

- reaffirmed that we can seeogaien th these e goals. without 


| a : sacrificing 0 our r bold niin the 


2 = : best merchandise, from the best vendors;-displayed in oe 


‘best stores or ‘catalogs, backed by the best cus- Sang crt 


tomer service from the best, sales associates at stores : 5 
° typuded by the best leaders—all combine to achieve - 
our ultimate. gool: to provide . our customers with the; 

: -- best, shopping experience anywhere, a : 


“Chairman: 


: Apri 7, 986. s 


This goal of consistent excellence is reflected i in ithe Be wp Ne 


leadership style. of. our.ten chief executives, ‘each of . 

; ‘whom | runs his or her business. with an crepe 
flair that has the customer as its. ultimate focus. 
Regardless of the individual differences | among. the 


companies, ‘they all share one ‘simple: but vital pele as 


nothing happens. until the customer buys something. 


co This, company-wide focus on.the customer is spear- 


ne headed by our ‘chief executives, ‘division leaders if 
“who set the highest : standards, standards that ¢ are, 
. “responsible for The Limited's s continued dramatic 


Our medium-priced sportswecr, 
ready-to-wear, and accessories 
continue to suit the tastes and 
lifestyles of contemporary women, 
as they have for 22 years. But don't 
think success had made us | 
complacent. 


We're always on the lookout for 
fashion-forward designs—designs 
like Forenza, introduced two years 
ago, and now the fastest growing 
name in sportswear; OF Outback 
Red, introduced in January and 
gaining national acceptance and 

- recognition. We want our clothes to 


s~ . be fun, comfortable, easy to wear— 


and easy to buy. We have 597 
Limited Stores, each with about 
4,000 square feet of selling space, in 
“downtown locations and in regional 
shopping centers in 125 major 


markets. 


am On every wall, even 
\ though you can’t 
a ia seo it, is written, 

een “We will be the be 


Verna Gibson 
President, Limited Stores 
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TED EXPRESS 


Our spirited presentation of 
popular-priced sportswear and 
accessories makes shopping at 
Limited Express an exciting 
experience. At Limited Express we 
| offer-the latest, most creative 
~ American and international 
4 "sportswear and accessories 
~ designed to appeal to fashion- 
forward women 15 to 25 years of 
age. Our focus on innovative 
fashion design is clearly apparent in 
our bold merchandise, store design, 
hs marketing, and sales presentations. 


Currently there are 218 Limited 
Express stores located in major | 
markets throughout the United 
States. While most Limited Express 
stores contain approximately 2 400 
square feet of selling space, our 
new South Street Seaport store in 


_ Manhattan contains 9,000 square 


feet and represents the first of two 


Limited Express stores opened in 


wed in the nation’s fashion capital. 


Perea “Before Express, there 
fos really wasn’t —— 
fay Ur customer could 
a) shop. The market 
Ze, existed. But not the 

. Ag store—Express filled — 
| amajor void. The 
A 6customer said, 
g “Finelly!’.” 
Michael Weiss 


President, Limited Express 
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Our dreams are becoming a 
fittle bigger and taking us a little 

higher. We are providing our 
shoppers with merchandise 
assortments that emphasize 
current fashion in sportswear, 
coats, dresses, and accessories 
at popular and budget prices. 
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Founded in 1918, Lerner Stores 

was acquired by The Limited, Inc. 

in April of 1985. As the nation’s 

largest specialty retailer under a 

single trade name, we have 750 
stores in major shopping malls 

~ and key downtown locations 
throughout the United States. 
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mm “When i look ct Lerner 
mm today, iseee company — 
@ ready to fly. Our Be 
cy people are energized. 
| tbelieve we will make 


oa major contributions to 
a the business this year. 
Moreimportantly, — 

™ Lerner. people 
| believe it!”. 
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: - Robert Grayson 
3. President, Lerner stores 
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“I can look any of our store 

managers in the eye and 

_ say, ‘if you have the 

determination and drive, 
you can become 

president.’ I know. I did.” 


Howard Gross 


President, Victoria's Secret 


Our greatest challenge is to build 
Victoria's Secret into the largest _ 
intimate apparel chain in the world. 
The number of our stores, offering 
American and European lingerie, 
more than doubled last year. Our 
colorful catalog, published thirteen 
times annually, assists our stores in 
offering quality intimate apparel to 
women everywhere. 


A romantic ambiance permeates 


our 93 stores, each containing Rei o . SH, 
ai. fe eke. arr ae tee ou 


approximately 1,500 square feet of 
selling space. Victoria's Secret... a 
stores are located in regional 7 ities ts 


buyson . 
beautiful 


shopping centers. 


PANE BRYANT 


# 
tof) 


Our success at Lane Bryant isbased & 


1 


: ; : \; wy — ; 
on our “cusiomer first, last, and 


always” philosophy. We offer exciting a 


fashion-forward, popular-priced 
sportswear, ready-to-wear, 
intimate apparel and accessories 


to women sizes 14 and up. 


A part of The Limited family since | 
1982, our 401 stores are conveniently . 
located in downtown and suburban 
sites in most major U.S. markets. 
Our customer focus has made Lane 
Bryant the nation’s leading retailer 


of women’s special-size apparel. 


‘We opened &3 stores in 
1995—that's a small chain 
in itself—while surpassing 

the double digit store- 
for-store increase 
challenge we sof for 
ourselves. We are doing 
things we didn’t know 
we could do.” 


ira Quint : 
President, Lane Bryont 
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“We tock a basic idea and 
made it into a major 
business. We brought 


management, professional 


| buying, and tight cost 


| 2 | control to 293 stores. We 


have momentum and 
enormous growth 
; Opportunities.” 


" Raphael Benaroya 


i “ President, Sizes Unlimited . 
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At our 293 Sizes Unlimited 
and Smart Size Stores, we offer 


first quality, nationally known 
brand name and private label 
merchandise priced below 
similar goods in most 
department and specialty 
stores. : 


Our merchandise assortment. 
includes sportswear, coats, __ 
suits, dresses, intimate apparel, . 
and accessories. A typical 
store contains 3,500 square 
feet of selling space and is 
located in a smaller shopping 
center. 


“To be successful in the 
catalog business, you need 
quality products, first class 
presentation, and service, 
_- service, service. When 
- you're going directly into 

someone’s home, they 
better trust you. Here, they 
can. We back everything. 

| - Period.” 


Peter Canzone 
President, Brylane 


We are now the nation’s largest 


catalog retailer of women’s a 
INT RY ANE 


special-size a¢parel and shoes— 

and the third largest catalog retailer 

of all sizes of women’s apparel | Bhccrwat 
and shoes. Our quality merchandise Joints a 
is backed with quality service from ee ard 
our Indianapolis Fulfillment 

Center, recognized as the most 

sophisticated shipping and receiving 


operation in the mail order industry. 


Our division is composed of six 
catalogs: Lane Bryant, Roamans, 
Lerner Woman, Sue Brett, Lerner 
Sport and Tall Collection. 


are 
Pea 
= 


Le ie) 
¥, 
mye fee 


vs 
aan Rn 


ai 


load 


4 
ha 


ne seh neal PEAT ER GES  AALaURCEEAHEN A 


“The past year is perhaps 
the most significant in 
Bendel history. A great 
store’s future has been 
secured... and our 
‘potential for growth is 
dramatically increased.” 


Geraldine Stutz 
President, Henri Bendel 


Henri Bendel customers are 

a special breed—upscale, 
sophisticated individualists with 
ahead-of-the-game taste in clothes 
and accessories. Backed by a 
iradition of excellence, our 
international looks appeal to 
women who want superlative 


style and quality. 


As part of The Limited, Inc., we are 
planning to make Bendel’s, a long 
time landmark in New York City, into 
a national presence:--with stores in 
the top 40 markets. At Bendel's we 
are looking forward to making our 
special ambiance available to 


customers who want a distinctive, 


international shopping experience. 
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The consistent, timely delivery 


of millions of units of quality 
merchandise is a challenge—and 
it’s one we've filled proudly for 
The Limited, Inc. since 1971. At 
Mast Industries we work with 
more than 200 production 
facilities in 30 countries to supply 
The Limited Divisions with 
competitively priced apparel for 


fashion-conscious women. 


Our base of suppliers includes a 
worldwide network-of sophisticated 
entrepreneurs linked ‘by a common 
goul: a commitment to the timely _ 
manufacturing and delivery of 
quality apparel at competitive 


prices. 


“We use a global base to 
feed the fastest growing 
specialty businesses in the 
world. We will not 

be denied.” 


Martin Trust 
President, Mast Industries 
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“i've never seen @ a=» 
company where people § 
work so hard «nd take 

| such pride in their Fy 
work.” it 


er er. eee Peer eer mee, ere ae tae 


- Robert H. Morosky | 
Vice Chairman, The Limited, Inc. 


A: the Distribution Center, our | 
greatest asset is our people. We set 
high goals and we meet them— 
conscientiously, dependably and 


tore 


consistently—thanks to the efforts of 
our hard working associates. These 
associates are vital members of The 
Limited's family. They move tens of 
millions of pieces of fashion apparel 
through our distribution center 


annually. 
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Our newest 930,000 square foot 


distribution facility supplements 


ge IE ete Pons Oat A 


the existing 535,000 square foot . 

center—equipping us to service up 

to 5,000 stores from the Columbus 
A 


complex. 
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rmary of Significant Accounting Policies 


Notes to Consolidated Financial'Statements 


e and. Dividend Information 
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e {thousands except per share amounts) a 


“Fiscal Year, 


“Summary of Operations _ 


"Nel Soles. @- ee $1,343,184" $1,085,890 ~ $721,894 
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d Convertible Debt. 


‘Shareholders’ Equity © 
Return on Average Shareholders’ Equity. 
atEndiof Year. 20. Sr shee 
Consists of 53 weeks.” 
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+ Includes the results of compor:: date of acquisition. | 
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- RESULTS OF OPERATIONS Sake — markdowns as a percentage of net sales which were 


a. De offset by increases in occupancy and buying costs, 
_© FINANCIAL SUMMARY : | -* 
.. Certain financial data expressed in percentage | 
relationship to net sales and in comparison to the prior. 


_ GENERAL, ADMINISTRATIVE AND 
_ STORE OPERATING EXPENSES 


These operating expenses improved in 1985 and 1984 — 

, Z na as a percentage of net sales as a result of additional 
Percentage of Percentage Increase economies of scale and management's continued” 7 
a __Net Sales ___{rom Prior Year emphasis on expense control and reduction. However, 

| 1985 __1984__ 1983 _ 1984-1985 1963-1984 ‘in 1985 this improvement was offset as ‘a result ofthe 
Net Seles __100.0% 100.0% 100.0% 78% 24% inclusion ‘of Lerner’s results in the Consolidated (- 
Statement of Income since the acquisition dete, jcc e ae 


es as 


fiscal year are: 
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Gross Income 30.1% 30.1% 30.2% 78% 23% 
ft eer “os General, re aaa . 3 — - | 
Bp eh" Administrative and oo. 6" Sie eet 2 get. 2B WF we. Be Bs ot 
Apc ain Store Operating is. sagem 0 ea _ INTEREST EXPENSE 
fos 8 Expenses "18.5%" 17.2% 17.7% 91% ~~ 0% 0 ; 
7 “Interest Expense == 1.79% 111.2%. 9% 147% 0 639%, 
on Netincome | 61% 69% 65% 57% 30% 
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_. Interest expense increased in 1985 primarily becouse of’. 
bank debt incurred for the Lerner acquisition; 

: ae a eee rere 7 convertible debt issued to finance the expansion of the 
|. The results for 1985 and 1984 include the operations of Company's distribution facilities in Columbus, Ohio and. a 
|». ¢ompanies acquired in those years subsequent to their Indianapolis, Indiana and to repay indebtedness... 
_, Seatiston.dtes. Note 7 includes cefoin unouelied —_ incurred by Lerner Stores prior foils acquisition by the 
Jo. | pro forma financial information assuming that the Lerner = Company; and an increase in the Company's credit ae 
[hee Stores acquisition had taken place as of the beginning . Card receivables which were financed through 'finance - 
Ao 9 f 1984 and.1985, 3 suo! ke gy subsidiaries’ borrowings (see Note 8}. Interest expense.) oy 
 Se0 Sige e oe ae a increased in 1984 primarily because, in connection with. Lee 
the Company's tender offer for Carter Hawley Hale, oe 
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i ‘The increase in 1985 net sales largely results from the _ 
hy. aequisition of Lerner Stores! Corpération, the opening of 
Oe n additional 267 stores arid increased sales in existing | . ; 
oe ee ‘stores. Fifty percent of the increge in 1985 net sales OTHER INCOME ee ee ee 
. _felates,to Lerner. The increase jf 1984 net sales largely. Other income in 1984 includes a pre-tax non-recurring) : 


= ts r 


ve results from the opening of an/additional 274 stores, —— charge of $7.3 million related to the Company's fender 9B oe 
ae increased sales in existing stores and an increase in mail offer for Carter Hawley Hale, while other income in 9 oF, 
i order sales. ake eee | 1983 includes a pre-tax non-recurring gain of » | 
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available credit lines were drawn down and the." ok oe 
proceeds temporarily invested in marketable securities, 0) 


ty fete 
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ee ee Oe Ne approximately $8 million related to the lisposal of 
_ GROSS INCOME ». oF os a | i} PS. wees assets acquired with Lane Bryant. 
»_ “Gross income os a percentagé‘of net sales in 1985, Re ee 
ed egere ~ 1984-and 1983 was relatively consistent: However, in — | 
Fedo | 7" 1985 and 1984, the. Company experienced lower 
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PROVISION F FOR INCOME TAXES eee oe the tables indicate, the Company's primary s source. 


‘The effective tax rates, were’ 39. 3%; Al. 3% Sond 47. 7.4% 2 . | oof liquidity continues to be cash provided from _ 


sfor 1985, 1984 and. 1983, ‘respectively. A reconciliation of operations, which increased 107% in 1985, due pinay 
“ these rates with the Federal sowie income tax role __ 19 increased earnings. ‘Cosh provided from operations 
a esate in Note § 5 - ee in 1985 permitted the Company to invest $180.3 million” 


-in new property and equipment while: at the same time 
reducing the debt incurred from the scaueten of L Lemer_ ae 
and establishing a new finance subsidiary. _ ee 


eae redeactnet mei lea Oe, ee oie 


lote “0 de ee the Se gaa ipeeel of inflation on. a 
the ‘Company’ S operating results and: financial sola 
5 he < calculations, indicate that the effects of ae 


ry have beenn minor. : 


~The acquisition of Lerner caused the. Company S senior 
debi ratio to increase’ to 51%.at May 4, 1985, frome ee 
16% at February 2.1985. However, earnings and the oe 
“ omeenei. of two subordinated convertible debt oe at 
offerings ($125 million of. 72% Subordinated. : 
~~" Convertible Debentures and $50. million of 6% 2% . 
- © Sbdinoed Convertible Bonds). reduced the senior 
~ debt ratio.to 26% at February. ], 1986.Asa 0 
_ consequence, the Company's liquidity and borrowing 
pooped has not been adversely imeccted by. the a 
increase: in the senior. debt ratio.” 7 : 
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from operations. ‘and the ‘Company’ S: 
] available. under commited 
een bank “k agreements ‘provide the financial - 
ability Ke to support. both, current” a : 
“operations. and The. Company’ 's cop "The Company | has available ser its 
“structure. is as = flows (8000): a ae ~ agreements. long- -term bank lines totaling 00 mln, 
aia coe of which $503 million was unused at February’, "1 a 
* These agreements provide for. additional financial 
stability and seasonal working capital needs... 
Bhes : ” Management believes that the Company's liquidity 
“§ 60,139. $ 21 7a --: and capital resources are sufficient to sustain’ current © 
Eee eet | : sgpecion and provide for, ful! re economic i. o 
on 403 192,576 . CAPITAL REQUIREMENTS 


—— “a7 ye : oe 097 . - Copia additions’ in 1985, 1984 Noni 1983 ‘aimoutited 
fern ” $508; 000 “ssa 4.000' $110, 000 to $180.3 million, $117.7 million and $52.0 million, 
a Re eS — - | fascial These expenditures were for new'store- 
The Company. orisiders t the following to be several © construction ‘and renovation plus equipment ¢ additions. 
measures: of liquicity and.¢ asset uilization: 8 oe a os “and, i in 1984, construction of new distribution. dnd | 
a rots Te packet ee " shipping facilities. Capital additions of opproximately 
AWESRE ss See le 3 ne eee = $175 million are planned for 1986, including the. 
“I Cosh provided boii fee a Pe Fo ag eis 8 addition of approximately. 375 new stores: and the ae 
(000) 7 remodeling of existing stores. The Company anticipates 


: Liquidity’ aad Asset Uilization oe eee nig 
‘Cash flow to debt {cosh low. . that these capital seine will not teat oer 


total curfent condita -term . a en eee oe aed 
“fiabilities) BING eS ea 


“Interest coverage =< betore ., 


interest expense an 
-. by interest expense!” 
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ae 1% - i oe are ypicaly | for a sthyough: national, bonk 

<a ue : : credit cards or the. Company's | credit: cards. : 

ae divided - oS : ork se Be es =  enesenent believes that soles growth. can be. aR 
eee et eAaT, | erat without the need for significant increases i in. 

sani Geb ratic’ (senior. ~ ae Se | ae ae ee oe working: capital, because the Company's credit card. 


long-term ser aiided by 


oO ‘receivables are sold to wholly-owned, ‘heonsoldoteas 
total ca italization) © 


“Cash flow to capita! ese finance subsidiaries es Note 8), cand inventory 
{cash flow from operations « he ase a = -o ee ne es fe a Boog is rapide. 

divided by additions t to. a ee a oe <a 
“and equipment) ” : ae “a! 02% ~~ 205%" 
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Cash'and Equivalenis® ee 12,988 G7 AIA 
Accounts Receivable = 62,077 45,912 
Inventories Pe ee ee ae ee 920,805 190,014 

416,324 256,476 


1 \inves ind Advances to Finance Subsidiaries, == 74,795 23,672 
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4 The anime financial statements include the 
accounts | ‘of the Company and its subsidiaries. except 


we Company's 's wholly-owned | finance. subsidiaries, _ 
unted for. as une investments ag a 


Fiscal years: ‘ore designated inthe fincriciol stotements” 
_and notes ky ‘the calendar year in: which the fiscal year: 
‘commences: ‘Accordingly, results for fiscal years 1985, 


ora 


1984 and. 1983 represent the 52 weeks ended | February = 


1,1 1986, ‘the 53 weeks | ended February 2,1985. and the. 


52 weeks ended January 28, 1984, repactit 


I nwentories. are sre principally. valued at the lower of 
average « cost or market. ae ee oe yey a 


aration, end printing costs are eee oS 


inthe sacele incurred. 


amortization of ppropertyand nee | 
n puted: for. financial reporting — 
purposes e basis, Using average : service 
lives:c ‘of: 25 years for ind improvements. and - 
8 years | for other Sant . The cost o 


assets § sold or retired. ‘and. the ee ‘accumulated 


depreciation or amortization are removed { from the... 


‘accounts | in. the year of. disposal, cand. any. gain or. ose is 


included | in net income. Maintenance, repairs. and minor 
renewals | ‘are charged | to expense OS incurred. Renewals « ae 
and betterments. which extend s service lives are» co 
capitalized. 
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“INCOME TAXES ee a 


Cp 


” The provision for income taxes is is based on income oe 


| Pesos a! for financial. statement purposes, ¢ and includes 
adeferred provision. for the tax effect of timing. : 
| . differences between the financial and tax reporting of 
revenue and expense items. Deferred income taxes _ 
~~ included in current liabilities result principally from | 


installment method recognition, for tax purposes, 


of sales from the Company s 's credit card operations. ve 
~ ‘Deferred Federal income taxes, less applicable foreign 
fax credits, have not been provided on the: ee srbvied 
“earnings | of foreign subsidiaries ($56.9, million ‘at 
February 1, 1, 1986) because the. Company “intends to 

_reinvest | such undistributed earnings In ‘those’ operations: 


“Investment tox. credits are accounted | for. os a. reduction 
of the provision for ‘Federal income foxes in the yedt, 
‘the related assets are Placed ir in service. Fee. 
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= SHAREHOLDERS" | EQUITY 


_ Two. hundred million ‘shares. of $. 50! pars ‘value common 
” stock are ‘authorized ot which 119.8. million. are ‘issued. 


. and: outstanding. Ten million: shares of $1.00 ‘par. V value : 
bate aie stock are authorized, none of which. has been 
. issued.” 


ae 


: NET INCOME PER SHARE: 


on Net income per: share is ; computed bas dup 


Sad 


fel —— average number of outstanding. ‘common ‘ 
|, shares, and equivalents {including s stock ‘options ¢ and.the 
: — Subordinated Convertible Bonds}, 0s. restated for two- 
.. for-one stock splits i in 1983. and 1985. The effect 
no net income per share resulting from the. ‘assumed. 
‘ conversion of the Subordinated Convertible Debentures 
. is not material. ee 
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a Under its Revolving ( Credit aad Term Loar: Be as Pod 
_ Agreements, the Company has the right fo borrow - 
_up to $709 million ihecaat April 30, 1989, at which” 
, fel Ho." time the then outstanding balance will be repaid — 
elt a iouleleds amount. Store fines revisions = in elght semi-annual installments « commencing | 
Leal require ‘additional priyments « covering taxes, 8 - October 31, 1989, At the Company's option, interest 


intenance and. other miscellaneous expenses. Rent __ Is payable at either an agreed upon amount over 
slleware ke ae “the lenders’ cost of funds or the prime rate, 
es ~ Commitment fees'on the unused lines vary .~ 
1984. 1983 - ~ depending on usage with an average rate of y of 
a ~~ 1%. The terms of the Agreements place certain. 
‘restrictions on the Company including retained . 
_ earnings available for.dividends and the purchase; 
a A D edenriok: of retirement of the Company's stock: 
AS of. February. 1,51986, $60 million of retained ne 
earnings: was free from § such limitation. 


ae Fp EMBs ere ee - ~ (b) In July. 1985, the Company issued $125 million of 
eae Ea a6 the ¢ dp | 7% Subordinated Convertible Debentures (at par) 
rst store. gas pie tenn On “due July.1, 2010. The debentures are convertible «°:. 
ave qd twe “> * Into'shares. of the Company's common stock at: 
~ $31% per share. The debentures are redeemable: 
“before January 1, 1988 upon certain conditions, 
and thereafter at specified redemption prices. The. 
Company is required to redeem $4'5 million ‘of 
athe debentures gnowally commencing Joly) 1996. 
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112,167 
"473,231 
1990 t upon’ ‘certain iy coneltions, and thefeatier a at: 
“~~ specified redemption prices. On. August: 15, 1990, 
ne eich bondholder has the option ‘of requiring the 
“Gompany fo: redeem the bonds at N6zL% of the 
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Recounts “scakable principally. 


“Accounts sold to wholly-owned’: 


or) ACCOUNTS RECEIVABLE — 


-fecounis receivable consisted of: 


“deferred payment accounts - 317 $v, 566 


finance subsidiaries ie) aoe i te t eee a. 


(4, 28) 


$45, V2 


Finance charge revenue on deferred aan accounts: 


amounted to $38.6 million. ond $20.2 million in. 1985: 
‘and 1984, respectively, ‘and is classified as a reduction 


tothe cost of administering | the deferred payment 


: program which is included in general, administrative 
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and store ‘operating expenses. eh ey A 


oe ne “AS, 400 ~ 


75,100 | 


‘ The foreign component of pre- tox income it in n 1985, 1984 
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~The components of the delered tox provision 
are as follows: 


- Delered rofit coco , 43,700 $10,000 ~ Tt 


2200 


= ‘ é “ ie : - 


Excess of tox depreciation over. 
book depreciation 


__ Accelerated tox deductions on 
the acauisition of businesses, 


Em lov 2c benef plans. eit 
Other, net ce eee 


“Reconciliation of the ellective income tox rate sah ae 
statutory Federal income tax rate is as follows: ie 
46.0% 140% 


"Slot income tax, nat a 
- Federal income tax effect: 


_levestmert tox credits _ 


" Foreign operations 


, ~-Qlhenn net . 


Under the Company’ stock option plans at: Februar 
1986, 4.8 million. shares were ‘available for grant t to 

employees. ‘An additional. 2. 3 million, shares were 

~ reserved, for. ovistanding. options, of which 1:1 ‘million 
_ were ‘exercisable. Options have been granted at fair 
"market value. Option activity for the: ‘year € ‘ended. 

. February 1, 1986, cdlstes to reflect the 1985. ‘stock 
oofelt was as follows: 


rua “Shores SEO Bay 
Greening Oplons, oa ee ae Sa 
- February 2, 1985 22 
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ay) February 2, 1985, 5 2 million shores were »oviiblé PS fe neGulaition Aniese are pando in the Companys x 

for, grant to —— ae et oe Consolidated Statement of Income. The Wea of these 
, ae oe acquisitions is not material to the Company's © i. 

( Consolidated Statement of Income. = | 

ee in Apel 1 1985, the Chacon relied thes acqui sition os (8) FINANCE SUBSIDIARIES 
of Lerner.Stores Corporation | for $297 million incosh, 
The acquisition was accounted for as a purchase, and | 
accordingly, the results of Lerner’s operations since >the» 

‘acquisition date are included in the Company's. . 

Consolidated Statement of Income, Intangible ossels 


Limited Credit Corp. ond Limited Credit Hi Funding: Inc : 
wholly-owned unconsolidated finance subsidiaries 

x ~. formed | in 1982 and, 1985; respectively, purchase, 
< _ without recourse, receivables generated by the. 

| i Company's credit card operations. The ieases'a are. 

~~ financed through borrowings under Revolving Godt. . 

and Term Loan Agreements totaling $100 million for 
- Limited Credit Corp. and o $200 million receivable 
7 ~ finance facility for Limited Credit Funding, Inc The 

~teceivables are generally purchased at discounts 
~ sufficient to cover fixed charges (principally interest: 

EEE beg FEES JOBS Hse SES Bt pee " experise) at least one and one-half times. These: 
Fis Reported Pro Forma er papered! Pio Forma: discounts are eliminated.in the Consolidated Statement: 
$2.38 $1 43,134" $2,033,061, “> of Income by reducing interest expense In an amount: 

| Seale to the pre-tax earnings of the finance 
7 102. 19%, 6,006 é ' subsidiaries. Combined net earnings of the finonce: 
ae oe _ subsidiaries totaled $3.6 million, $1.9 million and. 
) 16 2 88 604 $1.3 million in 1985, 1984 and.1983, respectively. A 

“combined condensed. balance sheet of the finance 

subsidiaries reflecting the elimination of alt: 5 

Peabeaaeie items i is presented, below. Phe 


Mi forma rani hlorinetion for 1984 and. 
1985 as ‘if the ecaystion had taken place at. 


a , 


Uneaily to reflect ‘additional interest expense, ar ne . ~ ASSETS ae le 


Recto pie and amortization, but does not reflect the | eo — res: : 


Customer ecavablee saichosed, 


from wholly-owned subsidiaries os He a Teh en 
acl The Limited, Nee $969,100 _ = $126,400 


Rarer ‘the Colney " asucired Pic-A- Diy pel 
Inc. women’s ‘apparel retailer, for approximately . 


$14.1; ‘million in cash, Pic-A-Dilly’s operations: hove: 
been discontinued. and all of the stores have. 


“ SpBordinoted debt to affiliate © =< | 


» Contract withholding a account = ae 


wer a % Investment of The Limited, Inc, 
-o{lngluding Sccumuieds ore 
_o $7, 300 ond $3, ov 


$369,100 $126,400. 
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The provisions of the borrowings. place restrictions on: 
the finance subsidiaries, including retained earnings: 
available for dividends and for the purchose, - 


redemption or retirement of,the finance subsidiaries’ 


stock. As of February. 1.1986, $4.1 million of the fngice 
ie xd earnings was free from such |} 
limitation. Borrowings’ under the receivable finance - 


‘facility, $200 million at February. 1;-1986, are secured by 


MWY, 


* alien'on Limited Credit Funding’s recelvables equalto 


25% ‘of the. ‘amount borrowed. 


The subordinated debt’ to affiliate Is payable under $45. | 


‘malllion-of Revolving Subordinated Demand Promissory’ 


Notes. The notes call for quarterly payments of interest " 
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0) SUPPLEMENTAL INFORMATION ON INFLATION. 


~ AND CHANGING PRICES (UNAUDITED) 


| The financial statements included in this annual feport 
~~ have been prepared using historical costs, Generally. 
~ -accepted accounting principles also require that the. 
-° Company. present. supplemental. information describing 
> the effects of inflation.on ‘selected finariclal data,” 
principally inventories ‘and property, ‘and equipment, 


utilizing changes i in specific prices, commonly referred ° 


oe as the “ “current, costs". method of measuring inflation. 


| “approximations and estimates ‘and, ‘therelore, the’: 


: “resulting measurements ‘should be viewed as estimates 
: rather, than as precise, indicators of the effects of 


th the iacting Consolidated. Statement of income, 
ied For Changing Prices for' the year ended. 
_' February.1, 1986, the adjustments described above 


ro 


~ have ai been made for the estimated effects. of. 


o lllen on the. cost of property and ‘equipment. ‘Net. 


# Sales and all other. operating expenses are considered 
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“taxatile income for the effects of inflation: As a-result, 


ae oe 


| canae income tox laws do not ‘allie aie eer to 


| . ‘Income taxes. computed as a percentage of. adjusted : 


yay! 


“earnings. reflect a higher effective fox. rate than ictually 


A ‘Ai February 1, 1986, the aren costs of inventory ©. 


“and. property « and ‘equipment, ‘net. of accumulated 
 Saeaaon were $320. 3 nnillion and $655. 8 B millon, 
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: tee _ Five YEAR COMPARISON OF SELECTED FINANCIAL 
ADJUSTED FOR CHANGING PRICES. : 7m a "DATA ADJUSTED FOR CHANGING PRICES” 
FOR THE YEAR ENDED FEBRUARY f, 1986 a (EXPRESSED IN AVERAGE 1985 DOLLARS) 


1983 7 “1983 “iat 
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